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SUMMARY : 


Real growth is expected to reach about five percent in 1977, and 
prospects for 1978 appear equally favorable. Increased consumer 
spending and industrial investment and a healthy growth in exports 
have all contributed to this greater than anticipated recovery. 
The pick-up has not, however, substantially reduced an unemploy- 
ment rate which continues to hover at about 9,2 percent, the 
highest in the European Community. Ireland's chronic unemploy- 
ment problem is basically structural rather than cyclical, and 
its solution is integrally tied to economic modernization. Some 
progress has been achieved in reducing inflation from the 18 per- 
cent rate of 1976 to an anticipated 14 percent this year. The 
moderate 1977 national wage agreement was a major factor in the 
diminishing inflation rate. 


The balance of payments is also evolving more favorably than 
appeared likely at mid-year, but the current account deficit still 
looks likely to reach £200 million, 30 percent over that for 1976. 
Some concern exists over possible constraints on growth which a 
continuing large balance of payments deficit coupled with scheduled 
debt repayments might pose in the medium-to-long-run. At present 
reserves stand at a respectable £1.12 billion, up from £956 million 
at the beginning of the year. A very strong export performance 
during January-September has contributed significantly to the 
positive revisions of balance of payments and growth forecasts. 


The newly elected Fianna Fail Party intends to stimulate domestic 
demand and employment through tax reductions, incentives to 
private spending and public expenditures aimed at selected sectors. 
It is estimated that this essentially short-run stimulation program 
will raise public borrowing as a percent of GNP to about 13 percent 
in 1978. As part of its plan to halve the inflation rate, the 
government will seek to hold wage increases to five percent, and 
promises tax relief to enable a moderate rise in real income. A 
new Department of Economic Planning and Development will have 
responsibility for mapping out a comprehensive long-range plan 

and for coordinating the implementation of economic policy. 


The attraction of foreign technology and expertise is regarded as 
essential to the development of Ireland's secondary sector. A 
variety of financial inducements are offered to potential foreign 
investors, including tax free export profits and capital grants. 
U.S. firms have provided almost half of total foreign investment in 
fixed assets since 1960. 


Commercial prospects for U.S. firms are excellent. In the first 
seven months, U.S. exports to Ireland reached £173 million, almost 
ten percent of the market and up 70 percent over the January- 
July 1976 level. 





IRELAND: KEY ECONOMIC INDICATORS 


All values in pounds sterling and represent 
period averages unless otherwise indicated 


Exchange Rate: bl = $1.82 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant (1970) Prices 

Per Capita GNP Current Prices 

Plant & Equipment Investment (1970) 

Indices: 
Industrial Production (1953=100) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1970=100) 

Labor Force (000) 

Avg. Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply (M1) 594m 698m 789 mAug) 
Interest Rates (Central Bank) 10 (Dec) 14.25 (Dec) 5.1(Oct) 
Associated Banks 0/D 11.25 (Dec) 13.25 (Dec) 8.5 (Sep) 
Wholesale Price (1953=100) 318.6 380.5 447 (Jul) 
Retail Sales (1975=100) 100 120 149 (Aug) 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves 676m 956m 1,121m(Sep) 
External Government Debt 566m 1,040m 1,046m (Sep) 
External Debt Service 40m 65m nza. 
Current Account (-) 18m 150m 200m 
Balance of Trade (-) 257m 478m 626m 
Exports 1,447m 1,858m 2,500m 
U.S. Share % 6.3 6.9 e 
Imports 1,704m 2,336m 3,126m 
U.S. Share % 7.2 8.3 9.6 


Main imports from US (January-July, 1977): Non-electric machinery (£53.4m); electric 
machinery and goods (518.3m); unmilled corn (613m); oilseed cake, meal and residues 
(B12.9m); textile yarn, fabrics (58.6m); chemical elements and compounds (6.8m). 


1 Figure for 1977 is average IPI for second quarter; percentage change is for 
second quarter average, 1977 over that for same quarter, 1976. 
Represents January-August, 1977 increase. 
Average for three months ending July, 1977 vice comparable period, 1976. 
Average for three months ending August 1977 vice comparable period, 1976. 
Represents percentage for January-July, 1977, 





ie CURRENT ECONOMIC TRENDS IN LRELAND 
A) Growth Rate Up, Unemployment Steady 


The growth performance of the Irish economy exceeded the expectations 
of most observers during the first three quarters of 1977. The real 
growth rate is expected to reach about five percent in 1977, a respect- 
able figure well above those anticipated for Ireland's eight European 
Community partners, and prospects appear equally favorable for 1978. 
Increased consumer spending and industrial investment and a healthy 
growth in exports have all contributed to this improved outlook. The 
retail sales index for May/June/July 1977 reflected a respectable six 
percent rise in volume over the same period in 1976. Estimates for 
volume increase in industrial investment in 1977 are in the 17 to 20 
percent range, and industrial output is expected to climb by about ten 
percent during the year, Exports (which reached over 40 percent of 
GNP last year) increased 40 percent in value during January-September 
1977 compared to the first nine months of 1976. The volume of 
industrial exports is expected to increase by about twenty percent 
during 1977. Agricultural exports, especially cattle and dairy pro- 
ducts, should also expand, but most of this sector's increase of about 
thirty percent will be due to higher prices, with only about an eight 
percent rise in volume, 


Non-agricultural wages and salaries are expected to increase by 17 
percent in 1977, in nominal terms. Agricultural incomes will rise by 
an anticipated 35 percent, largely due to the implementation of the 
final stage of the transition program to bring Irish agricultural prices 
up to general European Community levels and to adjustments in the 

value of the Irish green pound. 


Notwithstanding the greater than anticipated growth rate in 1977, the 
unemployment rate has remained at about 9.2 percent, the highest in 
the European Community. Moreover, it is unlikely that Ireland's 
chronic unemployment problem will respond to anything less than strong 
and sustained growth accompanied by restructuring. A recent study by 
the National Economic and Social Council indicated that to achieve 
full employment by 1986 between 23,000 and 28,000 new jobs each year 
outside agriculture will be needed, a task which will pose an enormous 
challenge to Irish policy makers. 


B) Prices: Some Progress, But Double Digit Inflation Continues 


The government has had some success in reducing inflation from the 18 
percent rate which prevailed in 1976. The Consumer Price Index for 
the third quarter this year indicated a 13.5 percent rise over the same 
period in 1976. Most estimates put the inflation level at about 14 
percent for this year, but government officials predict a year-end 

drop to as low as 12 percent. Reduction in certain food prices and 
taxes, and the relative stability of import prices due to the firmness 
of the British pound (to which the Irish pound is linked) have ccn- 





tributed to this decline in the rate of growth of prices. The moderate 
increase provided by the national wage agreement signed early this year 
was of critical importance in dampening inflationary pressures. The 
question of inflation takes on an added dimension in this small, very 
open economy where price competitiveness in international markets is 
regarded as a prerequisite to further economic progress. 


C) Balance of Payments: Possible Medium Range Constraint on 
Domestic Economic Programs 


Although exports expanded at an impressive rate during the first nine 
months of the year (see 1.A), imports increased by 37 percent, with a 
resultant jump in the trade deficit to £480 million. The Central Bank 
forecasts a current account deficit of about £200 million, a 30 percent 
increase over 1976, for 1977. Some observers have expressed concern 
about the possible effect which continuing large balance of payments 
deficits might have on future growth policy. Ireland's heavy reliance 
on overseas sources for capital goods, raw materials and energy products, 
and a traditionally high marginal propensity to import consumer goods 
mean that the import bill will continue to grow as the economy improves. 
In addition, heavy foreign debt repayments come due in the next few 
years. However, external reserves stood at a respectable £1.12 
billion in September, 17 percent over the January level, and concern 
focuses not on the short-run, but on possible medium-term constraints 
which a worsening balance of payments picture might impose on growth 
and employment policies. The maintenance and expansion of export 
markets, the attraction of private investment from abroad and the 
further development of invisible earnings (especially tourism) are 
regarded as essential to the favorable evolution of the balance of 
payments during the next few years. 


D) Lynch Government Offers New Economic Plan 


In July the Fianna Fail party returned to power by winning a record 
majority in the Irish Dail (lower House of Parliament). Heavy 
emphasis was given during the campaign by all parties to the economic 
problems facing the nation. The pre-election Fianna Fail manifesto 
promised to boost domestic demand and reduce unemployment through a 
variety of measures, including: tax reductions totalling £160 million 
in 1977/78; subsidies to first-time housebuyers and other assistance 
to the construction sector; and government expenditures of about £100 
million in key areas designed to provide 20,000 new jobs within twelve 
months. The manifesto estimated that this essentially short-run 
program to stimulate the economy will entail an increase in public 
borrowing from an already high level of 11 percent of GNP projected 
for 1977 to about 13 percent in 1978, with a subsequent tapering off 
by 1980 to about 8 percent. 





A "Buy Irish" campaign designed to switch three percent of import 
purchases to domestic products seeks to stimulate job creation and 
reduce the import bill. The promotion of Irish exports overseas 

is to be intensified, as are efforts to attract investment to build 
up the industrial sector, especially those associated with exports 
and utilizing local natural resources. In the agricultural sector 
priority has been promised to the expansion of tillage, improvement 
of livestock, to general modernization, and especially to the 
greater development of the potential for food processing industries. 


A prerequisite for success in fostering the growth of private 
(especially foreign) investment and of exports will be a continuing 
decline in the inflation rate and the maintenance of a competitive 
cost structure. The government hopes to reduce inflation to as 

low as eight percent in 1978, and is already closely scrutinizing 
requests for price increases. Probably the single most important 
element in the anti-inflation drive will be the degree of success 
achieved by the government in negotiations for the national wage 
agreement scheduled for early next year. Government spokesmen 
have cited five percent as its wage rise target, pointing out that 
synchronous tax cuts together with a declining rate of inflation 
will translate into an increase in real income of about four percent. 
Labor, which has shown signs of unrest over recent months, may well 
insist on a somewhat higher wage hike in light of the very moderate 
1977 agreement and the continuing erosion of the buying power of the 
pay packet in the course of 1977. 


Prime Minister Lynch hopes that the creation of a new Department 

of Economic Planning and Development will improve the formulation 

of longer-range policy and coordination among governmental units 
concerned with economic issues. An Industrial Development Consortium, 
consisting of ministers and secretaries of relevant government 
departments is being established to set job creation targets and 
monitor industrial progress in general, especially to identify 
obstacles to growth and possible solutions. 


Considerable public attention has focused on the possibility of 
breaking the link between the Irish and British pounds during the 
year. Advocates of the break argue that it would allow a greater 
degree of freedom in the selection of economic tools and enhance the 
chances of the achievement of domestically determined economic goals. 
The strengthening of the pound from mid-year and its subsequent up- 
ward float should prove beneficial in reducing the inflation level, 
and the fall of local interest rates in conjunction with those of 
the UK should foster investment. On the other hand some concern 
exists that further upward movement of the pound could reduce the 
competitiveness of Irish goods both in domestic and export markets. 


The small size of the Irish economy and the great degree of openness 
which characterizes it obviously limit the amount of influence over 





economic trends which strictly local measures can have. The Lrish 
economic situation is intimately connected to that of its EC partners, 
and more generally to that of the OECD nations. The new government's 
macroeconomic objectives can only be achieved in more than the very 
transitory short-run in the context of progress in these same areas 

in her larger trade partners. 


II IMPLICATIONS FOR THE UNITED STATES 


A) Trade Prospects Are Good Due to Recovery And Greater 
Diversification In Overseas Purchasing 


U.S. sales to Ireland reached £173 million for January-July 1977, a 

70 percent increase over the same period in 1976 and almost 10 percent 
of total imports. Among the most important U.S. exports to Ireland 
during this period were non-electrical machinery (£53 million), 
electrical machinery and goods (£18 million), unmilled corn (£13 
million), oilseed cake, meal and residues (£13 million), and textile 
yarn and fabrics (£8 million). Irish exports to the U.S. totalled 
£80 million for the first seven months of the year. 


The presence of U.S. banking establishments in Ireland and a U.S. 
Department of Commerce Trade Center in nearby London, and the avail- 
ability of Export-Import Bank financing facilitates market penetration 
by U.S. suppliers. Although the government's "Buy Irish" campaign 

may work slightly in the short run against U.S. commercial interests, 
continued economic resurgence should create many new sales opportunities 
in a broad range of areas. Equally important to aggressive marketers 
is the growing independence from traditional British dominance in Irish 
trade patterns. 


The heavy emphasis being placed on industrial development should create 
a significant demand for plant equipment and the government's program 
to revive the construction sector should stimulate demand for related 
apparatus. At the other end of the spectrum, U.S. consumer goods 

have been appearing more frequently in larger Irish stores, and con- 
sumer response has reportedly been very positive. In the agricultural 
sector demand for U.S. feedstuffs is expected to remain strong. 

Possible public sector projects include an expansion of power generation 
capacity, and the acquisition of light aircraft and gear for offshore 
fisheries surveillance. 


B) Investment Climate Remains Positive 


Irish support for foreign investment has been consistently strong, on 

a non-partisan basis, over the last two decades. A wide range of 
investment incentives have been established to attract foreign technology 
and managerial expertise. The Lynch government has emphasized the key 





role of foreign investment in its plans to stimulate and modernize 
the economy. The Industrial Development Authority, an autonomous 
state body, administers all financial incentives available to 
industry, and provides facilitative assistance in many other areas. 
The I1.D.A.'s primary objective is to attract manufacturing and 
service industries which are export oriented with a high value- 
added content and good long-term growth prospects. Industries 
developing skilled labor, utilizing local raw materials and pro- 
viding linkage or spin-off benefits by creating work for existing 
firms are preferred. According to the 1.D.A., areas of most rapid 
expansion have been food processing, pharmaceuticals, health care 
products, electronics, chemicals, textiles, metals, engineering and 
leisure equipment. 


The keystone of the incentive program is the tax free status of 

export profits. There have been indications that Ireland's EC 
partners may prevail upon Dublin to phase out this direct export 
subsidy before its scheduled expiration in 1990. Irish officials 
indicate that equivalent benefits will be made available to potential 
investors should any changes occur (none are expected in the near 
future), and note that no change will affect firms already established 
in Ireland. Additional financial inducements include other tax 
concessions, grants towards the cost of fixed assets and worker 
training, research and development subsidies and others. The 
government also emphasizes to potential investors the long-standing 
pro-investment climate, access to EC markets, the reasonable level 

of worker education, moderate wage costs by European standards, 

the relative stability of the work force and, of particular importance 
to U.S. firms, the local use of English. In the period 1960 - 

June 1977, over 200 manufacturing projects sponsored by U.S. firms 
began production in Ireland, with related investment in fixed assets 
of $470 million (45 percent of the total from all nationg, 
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